PHI L1 PPI NES ECONOM C WRAP- UP
NOVEMBER 18 - DECEMBER 01, 2000

Despite unrest in M ndanao and ot her problens the

Phi | i ppi ne econony continued to growin the third
gquarter, with GDP accelerating 4.8% over the third
quarter of 1999; governnent officials hope the rate can
be sustained in the fourth quarter despite political

turmoil. Inports in Septenber were also up 16%
surprising many anal ysts after 5 consecutive nonths of
decline. In other news, the peso has been nore stable,
with volatility reduced. Interest rates seemto be

"normal i zing' despite a ballooning budget deficit (now
nearly 53% over the original target). The governnent
finally scored a small vic tory with the privatization of
Phi | phos, but the sale of governnment shares in Philippine
Nat i onal Bank to | ocal tycoon Lucio Tan seens to be going
nowher e.
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PNB - Tan Wants Qur O Purchase Deal
Banki ng Not es

As traders adopt a 'wait-and-see' attitude regarding the
ongoi ng i npeachnent process facing Philippine President
Joseph Estrada, the peso continues to hover just bel ow

t he P50/ US$ mark. The peso has al so seen its trading
volatility reduced; fromfluctuations of up to P3.00/$ a
day when the scandal first broke, the trading range has
now shrunk to a nore reasonable P0.20-0.30/$%. In
addition to the renewed focus on fundanental s (rather
than political sentinent), the peso has al so been
strengt hened by seasonal inflows of remttances from
overseas Filipino workers (OFW). On Friday, Decenber 1,
the peso cl osed at P49. 56/ USD.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)

OCT 23 48. 894 48. 960 76.7
24 49. 143 49. 205 99.5
25 49. 633 49. 650 155.0
26 50. 033 50. 400 58.5
27 51. 015 50. 080 46. 0
OCT 30 51. 427 51. 480 77.8
31 51. 680 51. 000 28.5
NOV 01 Mar ket s C osed

02 Mar ket s C osed

03 Mar ket s C osed

NOV 06 48. 895 48. 050 133.5
07 48. 911 49. 250 133.5
08 50. 189 50. 100 154.5
09 50. 414 49. 950 185. 8



10 49, 661 50. 200 166. 0
NOV 13 50. 314 50. 350 125.5
14 49, 885 49, 830 93.5
15 49, 717 49. 800 65.5
16 49. 904 49. 890 124. 4
17 49. 915 49, 860 79.5
NOV 20 49. 834 49, 815 68. 1
21 49, 554 49. 490 97.0
22 49. 465 49. 120 156. 7
23 49. 151 49. 380 113.2
24 49. 544 49. 930 131.5
NOV 27 49. 440 49. 410 150. 0
28 49, 393 49. 520 93.1
29 49. 590 49. 630 174. 4
30 Mar ket s C osed

DEC 01 49, 667 49. 560 142.0

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

Wth reduced pressure on the Philippine peso, credit

mar kets seemto have returned to a nore normal footing
for now The Treasury Bureau had successfully used
rejections and reduced T-bill sales for nuch of the year
to keep donestic interest rates low, hoping this would
continue to spur economc growh. However, given grow ng
fears of inflation, political uncertainty, and a
bal | ooning fiscal deficit, upward pressure on rates grew
significantly. Wen the Treasury finally allowed rates
to adjust on Novenber 6, the rate on 91-day bills | eapt
al nost 700 basis points. It seens that narkets overshot
somewhat ; at the Novenber 27 T-bill auction rates on the
9l1-day bill had settled back to 14.806% The rate for
the 182-day bill was set at 15.168% and the rate on the

364-day bill is 15.235% The auction was oversubscri bed;
P7.65 billion worth of tenders were received for the P4
billion worth of bills on offer. In light of the nore

favorabl e environnent, the Treasury Bureau has ceased



i ssuing 'cash managenent bills'. Gven the inproved
environment, there is speculation that the policy-nmaking
Monet ary Board of the Bangko Sentral ng Pilipinas (BSP)
w Il soon nove to reduce its overnight rates. However,
Monet ary Board nenbers have indicated they will wait to
see Novenber inflation figures before nmaking such a nove.

Encouraged by a warnmer reception in recent weeks to

| onger-term gover nnent paper, the governnent decided to

| aunch 25-year Treasury bonds on Novenber 28 (Tuesday),
after volatile rates prevented it fromselling the bonds
in Cctober. Mainly targeted for institutional investors
with long-terminvestnment needs (i.e., insurance firns,
mut ual funds, trust conpanies), the governnent had
expected to raise about P2 billion fromthe offering. It
received tenders of alnost P6.4 billion and accepted
about P5.3 billion at a coupon rate of 18.25% That
rate, according to DOF officials, fell w thin governnent
expectations of 18-18.5% (There are no i medi ate pl ans
as yet for another offering.) DOF officials said the 25-
year T-bond represents the |longest tenor in Asia after
Japan (which has issued 30-year bonds). The | ongest-

i ssued maturity before that were 20-year bonds (fl oated
in April 1997) at a 14.38% coupon rate.

The i nproved at nosphere al so generated positive results
at the renewed weekly T-Bond auction. (T-bond auctions
are normally held on Tuesdays; this one was held on
Wednesday, Novenber 30 to accommopdate the 25-year bond
auction noted above.) T-bond auctions were suspended two
nmont hs ago due to poor appetite for |ong-term paper. P3-
billion worth of 2-year bonds were of fered; against
P3.462 billion of tenders the Treasury Bureau awarded
P2.862 billion. The rate for the 2-year paper was set at
16. 0% 350 basis points higher than its |last offering.

Auction Date 91 days 182 days 364 days

CCT 23 all bids rejected
OCT 30 no sal es no sal es 18. 926



NOV 06 16. 723 17. 229 17.389

NOV 13 16. 292 17. 022 16. 863
NOV 20 15. 637 15. 749 15. 977
NOvV 27 14. 806 15. 168 15. 235

Source: Bureau of the Treasury

Prime Lendi ng Rates of 15 Expanded Conmerci al Banks

Dat e of Survey Aver age Range

OCT 19 14. 3294 10. 924 - 24.50
OCT 26 15. 9834 11. 625 — 24.50
NOV 09 18. 5480 14.50 - 21.172
NOV 16 18. 6764 14.50 - 21.50
NOV 23 18. 4160 14.50 - 21. 367
NOV 29 18. 2152 14.50 - 21.00

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

Tradi ng vol umes were hel ped by sonme bl ock trading early
in the two week period, but overall interest in the

Phi |'i ppi ne stock market was waned sonewhat in the face of
weak corporate profits. There are sone indications that
foreign portfolio capital has done sone bargain hunting
in the market, but volunmes remain fairly nodest. The 33-
share Philippine Stock Index (PH SIX) closed at 1386. 25
on Decenber 1.

Phi |'i ppi ne St ock Exchange | ndex (PH SIX) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)
OCT 23 1267. 69 445
24 1282. 42 481
25 1294. 37 616

26 1293. 63 554



27 1284. 88 812

CCT 30 1284. 66 359
31 1287. 85 536
NOV 01 Mar ket s C osed

02 Mar ket s C osed

03 Mar ket s C osed

NOV 06 1500. 10 3840
07 1512. 58 2084
08 1478. 42 1768
09 1488. 79 1006
10 1488. 95 857
NOV 13 1455. 94 695
14 1469. 58 724
15 1469. 20 3703
16 1468. 44 2371
17 1470. 52 2531
NOV 20 1465. 10 2496
21 1449. 00 757
22 1456. 65 498
23 1447. 74 599
24 1442. 27 599
NOV 27 1434. 25 448
28 1418. 04 655
29 1404. 83 695
30 Mar ket s C osed

DEC 01 1386. 25 1100

Source: Philippine Stock Exchange

3RD QUARTER ECONOM C GROMH ACCELERATES

According to new governnment estimates, the Philippine
econony held its own during the third quarter despite
internal and external pressures and uncertainties (i.e.,

t he M ndanao conflict, a weakening peso, and oil price
increases). Third-quarter GDP expanded by 4.8% year-on-
year, from4.5%growh in the second quarter. GNP growth



-— which accelerated from4.4%in the second quarter to
5.7%in the third -- received a boost froma 20.3%
expansion in net factor inconme flows. Although factor
inflows (mainly workers’ remttances in peso terns) grew
at a sonewhat sl ower pace (20.5% than in the second
quarter (23.9%, outflows (for interest expense and
property-rel ated paynents) slowed nore markedly. The
conparable third-quarter 1999 growh figures were 3.8%
for both CGDP and GN\P

On the demand side, the third-quarter nunbers showed
stronger rates of expansion for personal consunption,
exports, governnment consunption, and investnents.

| nvestnents (up 4. 7% year-on-year) broke from four
consecutive quarters of negative year-on-year growth —-
whi ch refl ected sone inprovenent in durabl e-equi pment
demand but, mainly, smaller net drawdowns from
inventories conpared to 1999's third quarter.

As for output, only the service sector (up 4.9% did not
better its second-quarter growth performance (5%
reflecting slower rates of expansion for finance, real-
estate, and private services. Both agriculture (up 5.5%
and industry (up 4.49% surpassed their respective second-
gquarter growh rates of 4.8%and 3.5% respectively. In
the industrial sector, inproved third-quarter

per formances by the manufacturing and utility sub-sectors
managed to pull up the continued weakness in construction
activity.

On a cumul ative nine-nonth basis, real GDP expanded 4.2%
year-on-year and GNP by 4.5% (conpared with conparabl e
1999 growt h rates of 2. 7% for GDP and 3. 1% for GN\P)

That faster overall expansion has been spurred mainly by
the private non-agricultural sector. Agri cul tural
growh slowed to nore normal levels after 1999's rebound
from drought -i nduced 1998 | osses and the governnent noved
frompunp-primng to fiscal tightening. Despite
unsettling fourth-quarter political devel opnents (the
“jueteng” ganbling scandal) which have affected the peso,
donestic interest rates, and investor confidence, the
governnment hopes to hit at least 3.4% GDP growh in the
fourth quarter (the rate needed to achieve the | ower end
of the governnent’s targeted full-year growh range).
Wth the year drawing to a close, private econom sts are



nore concerned over the potential inpact of protracted
political uncertainties on prospects for the new year.

YEAR- ON- YEAR GDP AND GNP GROWMH
(Real Terms, In %

1999 2000 Jan — Sep
0] Q2 @ 1999 2000
GDP 3.8 4.5 4.8 2.7 4.2
Net Factor |ncone 4.2 3.6 20.3 10.5 10.1
I nfl ow 7.4 23.9 20.5 6.6 19.4
Qutfl ow 12.3 51.4 20.8 1.4 32.9
G\P 3.8 4.4 5.7 3.1 4.5
| ndustrial Oigin
Agricul ture 5.3 4.8 5.5 5.7 3.3
| ndustry 2.5 3.5 4.4 (0.1) 4.1
M ni ng/ Quarry (13.3) 9.1 0.5 (14.3) 9.5
Manuf act uri ng 2.4 6.2 6.7 0.8 6.3
Construction 5.2 (8.6) (5.7) (2.5) (6.4)
El ect, Gas, Water 4.5 4.3 5.1 2.4 4.6
Servi ces 4.3 5.0 4.9 3.8 4.6
Transp, Conmuni c. 5.8 10.9 11.0 4.7 9.8
Tr ade 5.8 6.5 6.5 4.4 5.9
Fi nance 1.0 1.9 1.3 1.8 1.2
Real Estate 0.8 1.6 1.4 0.4 1.6
Private Serv. 5.7 4.3 3.5 5.7 4.3
Gov't Serv. 2.9 0.9 0.9 3.5 0.8
Expendi ture Share
Per sonal Consunption 2.5 3.2 3.5 2.5 3.3
Gov’'t Consunption 3.1 0.8 1.8 5.0 0.3
Capital Formation (0.6) (0.7 4.7 (0.6) 0.5
Fi xed Capit al 1.7 (2.8) (0.6) (2.6) (1.6)
Construction 6.3 (7.8) (4.4 0.0 (5.4)
Dur abl e Equi p. (3.7) 2.8 3.4 (5.9) 2.9



Change in Stocks
(Billion Pesos) (3.9 (1.6) (1.6) (5.9 (2.7)

Exports a/ 11.5 13.7 18.3 2.0 14.5
Less: Inports a/ 1.5 (3.8) (2.9 (5.3) (1.9

al Goods and services

Sour ce: Nati onal Statistical Coordinati on Board

SEPTEMBER | MPORTS UNEXPECTEDLY REBOUND BY 16%

Mer chandi se inports in Septenber, after falling for five
strai ght nonths year-on-year, rebounded by an unexpected
16 percent to $2.97 billion fromthe previous year’s
conparable $2.56 billion. Sone economi sts attribute
Septenber’s rebound to inventory buil ding ahead of the
hol i day season, while other industry anal ysts perceive
this surprising junp as a stop-gap neasure to augnent

dwi ndling production. For the first three-quarters of
the year, inports posted a weak 2.2 percent growth over
the first nine nonths of 1999. |Industrialist Rau
Concepci on, head of the Federation of Philippine

| ndustries, has said that roughly half of its nmenbers
have postponed procurenment of key inputs and scal ed down
operations due to the weakening peso and rising interest
rates. Just recently the 40-year old donestic assenbler
of Yamaha notorcycles, Norkis Tradi ng Conpany, has
announced the conpany is 'tenporarily' shutting down part
of its operations effective Decenber this year. Norkis,
whi ch inports at | east 90% of required conmponents, has
actually stopped inportation since Novenber due to the
depreci ating peso, which translated to (at least) a 25%
increase in production cost. At a 20%profit margin,
continuing the assenbly business is a | osing proposition,
a Norkis spokesperson sai d.

Skyrocketing crude oil prices continue to distort inport
data. Excluding paynents for mneral fuels, Septenber
demand for foreign goods |ogged a growh rate of just 10%
over Septenber a year ago. It remains to be seen if the
Septenber growh is just an aberration or whether the

el ectronics sector has finally bottoned out, a private



securities econom st conment ed. Gowing inmports from
Tai wan (up 999 and Japan (up 22.3%, nmj or sources of
electronic raw materi als and passenger car parts, make up
for declining inports fromthe U S. (down 4.5% and Korea
(down 33.5% . Latest trade figures fromthe Nati onal
Statistics Ofice (NSO show that sonme investnents in the
el ectroni ¢ manufacturing sector fuel ed year-on-year
inmport growmh in Septenber. Qher interesting
information gl eaned fromthe NSO data include:

-- Sone specialized machinery (up 40% by val ue) was
brought in nostly by new and expanding i nvestors in
speci al econom c zones. This was confirnmed by a recent
report by the Philippine Econom c Zone Authority (PEZA)
that investnents in ecozones have nore than doubled to
P70 billion ($1.6 billion) in the first ten nmonths of the
year relative to the sane period a year earlier

-- Demand for material inputs required for the

manuf acture of el ectronic devices and conponents surged
by 39%to $437 mllion. |Inports in this key sector had
fallen sharply over the previous nonths as declining
worl d prices for earlier-technol ogy devices sl owed

i nport-dependent exports.

-- The oil inport bill junped 82%to $382 mllion,

mai nly due to skyrocketing prices of oil in the world
mar ket -- now at $30 per barrel fromonly $10 a year ago.
| mport vol unme has actually declined by 7% in the first

ei ght nonths of the year conpared to |last year's |evel.
-- Riceinports worth $28 mllion (up fromjust $2
mllion in 1999) arrived in Septenber.

Tabl e |
PHI LI PPI NE FOREI GN TRADE PERFORNMANCE
January - Septenber 2000
(FOB Value in MIlion %)

Exports | nports BOT
Jan 1999 2,581 2,400 181
Feb 2,569 2,257 312
Mar 2,702 2, 656 46
Apr 2,346 2,599 (253)
May 2,747 2,533 214
Jun 2, 857 2,671 186

Jul 2,851 2,792 59



Aug 3,212 2,661 551

Sept 3,693 2, 555 1, 138
Jan- Sept 25, 558 23,125 2,434
Jan 2000 2,717 2,651 65
Feb 2,902 2,483 419
Mar 2,988 2,742 247
Apr 2,668 2,528 140
May 2,931 2,437 494
Jun 3,410 2,494 916
Jul 3,219 2,675 544
Aug 3,529 2,643 886
Sept 3,502 2,972 530
Jan- Sept 27, 867 23, 627 4,240

Source: National Statistics Ofice

Table I1
Phi li ppine Inports by Mjor G oups
Sept enber 2000
(FOB Value in MIlion %)

Sept enber Pct G owh
1999 2000 (YY)
TOTAL 2,555 2,972 16. 3
Capi tal Goods 1, 059 1, 099 3.8
Tel ecom Eqpnt . and
El ect. Machinery 649 601 (7.4)
Power Generators and
Speci al i zed Mach. 177 248 40. 1
O her capital goods 233 250 7.3
Raw Materials and
| nt er medi at e Goods 984 1, 090 10.8
Mat / Acc for Maftr
O Electronic egpnt. 315 437 38.7
Artificial Resins 54 64 18.5
O her material inputs 615 589 (4.2)

M ner al Fuel 210 382 81.9



Pet r ol eum Cr ude 161 308 91. 3

O her Products 49 74 51.0

Consuner Goods 210 256 21.9

Dai ry Products 28 39 39.3
Passenger Cars and

Mot ori zed cycl es 28 36 28.6

Ri ce 2 28 1,300.0

O her Consunmer Goods 152 153 0.6

O her Transacti ons 92 145 57.6

Source: National Statistics Ofice

TEN- MONTH FI SCAL DEFI CI' T SWELLS TO P95.5 BI LLI ON

The national governnent’s fiscal deficit wi dened further
fromP83 billion in Septenber to P95.5 billion at the end
of COctober 2000. After having breached the P62.5 billion
full -year target in August, the governnment was hoping to
contain the deficit within P90 billion by the end of the
year. Budget officials now say that cash rel eases wll
be programmed carefully during the renmai ning nonths of
2000 to keep the full-year deficit from breaching the
P100 billion mark. However, it remains to be seen just
how much nore the government can w thhold given an

al ready tight spending plan to begin with, as well as
enmergi ng pressures on interest paynents froma weak peso
and recent increases in donestic interest rates. For
exanpl e, exasperated Conm ssion on El ection (Conel ec)

of ficials conplained on national television that del ayed
budget rel eases were hanpering preparations for the My
2001 el ecti ons.

Private anal ysts (as wel| as Enbassy Manila) do not see

t he governnent’s performance ending this year as better
off than in 1999 -- during which the national governnent
had originally envisioned a P68.4 billion deficit-ceiling
but eventually ended with a P111.7 billion fiscal gap.
About this tinme |last year, the ten-nonth deficit stood at
P96.8 billion (very close to 2000’s P95.5 billion
January-Cctober level). Wth another two nonths to go



and no imredi ate revenue relief in sight, a nunber of
estimates see the fiscal deficit ballooning to P120
billion or nore by the end of 2000. Budget and finance
officials have hinted that the higher-than-targeted
deficits may delay the national governnent’s nmedi umterm
goal of achieving a bal anced budget by 200S3.

PRI VATI ZATI ON UPDATE: PHI LPHOS SOLD ON SECOND TRY

The governnment offered for re-bid its 45% stake in
heavily debt-saddled fertilizer firmPhilippine Phosphate
Fertilizer Corporation (Philphos) on Novenber 22 after an
earlier, unsuccessful auction the nonth before (Cctober
25). In the earlier auction, the highest bid (P2.5
billion) fell 40% bel ow the governnent’s P4.2 billion
indicative price. That price was unacceptabl e under
privatization guidelines, which stipulate that the
accepted bid should be no nore than 20% bel ow t he

gover nent - approved bal |l park figure. For the re-bidding,
t he governnent lowered its indicative price to P3.78

billion and eased paynent terns (i.e., P2 billion by
Decenber 2000 and the bal ance payabl e over two years).
Only one bidder showed up for the second auction -— the

sanme group which offered the highest price on October 25.
That group upped its earlier bid to P3 billion which,
about 20% | ower than the revised indicative price, the
government considered as a “valid offer”. (Comment:
Regul ations al so all ow the governnent to accept a sole
bid after a previous unsuccessful auction. End Comment.)
The Republic of Nauru, Phil phos’ other major sharehol der,
reportedly has waived its right to match the w nning bid.
The governnent had been trying to rid itself of Philphos
since the Agquino adm ni stration | aunched a conprehensive
privatization programin | ate 1986.

The sal e of the governnment’s stake in Philphos is |ikely
to be the last privatization deal this year. The |ives
of the Commttee on Privatization (the cabinet-|evel body
tasked to oversee privatization efforts) and the Asset
Privatization Trust (APT, one of the major disposition
entities which took over the “non-perform ng assets” of
financially restructured governnent financial
institutions in the md-1980"s) officially end this



Decenber after several extensions. As provided under
privatization |aws, unsold financial assets being managed
by the APT will be transferred to a governnment financi al
institution and physical assets to the national
government. COP officials expect the privatization
programto continue under a “successor” office in the new
year (perform ng basically the sane functions as the COP
and likely manned by the sanme technical group).

The expected P2 billion proceeds in from Phil phos’ sale
will raise 2000 privatization revenues to barely P4.5
billion by yearend -— a far cry fromboth the original

(P22 billion) and downward-revised (P13 billion)
privatization revenue targets. The expected revenue from
the recent sale faces sone erosion by the recent,

t enporary suspension (Novenber to January) of the 3%
tariff on oil products (Manila 7266). The gover nnent
expects to forego P1.1 billion in revenues over that
three-nonth period (P367 mllion nonthly or about P730
mllion during the last two nonths of 2000).

PNB -— TAN WANTS OUT OF PURCHASE DEAL

It 1ooks like Lucio Tan -- who has forfeited a P600

mllion down-paynent for the government’s 62 mllion
shares in Philippine National Bank (PNB) -- has no

i ntention whatsoever of putting up the P5.6 billion
bal ance to consummate the deal. Tan had offered to

purchase t he governnment shares at a P100/share
installment-price in July (10% down-paynent and the

bal ance payable over two years). At that tine the
government’s 62 mllion shares were equivalent to a 30%
stake in PNB. After making the down-paynent, Tan reneged
on opening a standby letter-of-credit (the governnent-
required security for the balance). The governnent’s
ownership control in the comercial bank has since
declined to 16% after PNB' s P60/share stock-rights
offering in Septenber, during which Tan’s group energed
as the nmmj or subscri ber.

As a conprom se to a potentially protracted and expensive
| egal battle, Departnent of Finance (DOF) officials had
been trying to work out a “call” and “put” option with



Lucio Tan. The “put” option, in effect, would hold M.
Tan to purchasi ng the governnment shares (net of the
earlier down-paynent) if the shares were not successfully
privatized within a given period. DOF officials told the
Enbassy that Tan’s group turned down the “put” option in
a neeting with governnent officials |ast week, but
agreed-in-principle to a five-year “call” option. The
governnent is drafting the details of that agreenent.
That option would give the governnment a chance to regain
30% control of PNB —- hopefully to make the bl ock nore
attractive to future buyers -- by allow ng the governnent
to purchase fromTan the 52 mllion or so shares which it
had bypassed (and Tan had purchased) during Septenber’s
capital -raising exercise. |If exercised by the governnent
within the first three years, Tan reportedly agreed to
sell the shares to the governnent at P60/share at no
carrying cost. If exercised within the last two years of
the call option, Tan reportedly is agreeable to selling
the shares at P60/share plus carrying cost (conputed
after the third year and based on the 91-day T-bill
rate).

PNB shares are currently trading in the stock market at
under P40/ share and prospects on maki ng noney fromthe
call option wll depend heavily on the results of PNB s

ongoing rehabilitation. If the governnent eventually
chooses to exercise the call option, the governnment wll
have to find a way to raise at least P3 billion for the

transaction. The governnent could, alternatively,
consider selling its call-option rights, according to DOF
officials. For now, however, the governnment’s only
consolation is that it is P600 mllion “richer” (fromthe
deposit Tan forfeited).

BANKI NG NOTES

HSBC. Early in the week, Hong Kong and Shanghai Banki ng
Corp. (HSBC) — one of the first banks to put up a
foreign branch in the country -- formally signed an
agreenent with Equitabl e-PCl Bank to purchase one of the
|atter’s savings bank subsidiaries (i.e., PCl Savings
Bank) for P1.1 billion (about $22 million). HSBC s
acquisition of the thrift bank had initially posed | egal
guestions under the “one-node-of-entry” provision of the
1994 Foreign Bank Liberalization Act (i.e., to operate as



a foreign bank branch or to acquire or establish a

maj ority-owned | ocal subsidiary). |In Cctober, the Bangko
Sentral ruled on the legality of HSBC s pl anned purchase
of the thrift bank as an “investnent” allowed by HSBC s
“uni versal banking” Iicense (which, under Philippine |aw,
allows a bank to performinvestnent banking activities in
addition to commerci al banking functions). HSBC plans to
continue operating the thrift bank — to be renamed HSBC
Savi ngs Bank (Philippines) Inc. — as a separate entity
to strengthen HSBC s retail -banking operations in the
country.

Chinatrust: Subject to approval by Philippine and Tai wan

regul atory authorities, Chinatrust Taipei -— which owns
60% of publicly-listed conmmercial bank Chinatrust
(Phils.) Commercial Banking Corp. — announced that it

had entered into an agreenent with a group of | ocal
sharehol ders to purchase sone 34% of the donestic
commerci al bank’s shares. Chinatrust Taipei (Taiwan's

| argest private conmmercial bank) also intends to nake a
tender offer for the remaining shares, as required by
Phili ppine regulations. Chinatrust’s acquisition is
bei ng made under the provisions of the Philippines new
CGeneral Banking Law (GBL, signed in May 2000). The GBL
opened a seven-year w ndow during which foreign banks
could own up to 100% of a donestic bank (with no

requi renent to divest) — a relaxation of the previous
60% f or ei gn-ownership ceiling provided under the 1994
Forei gn Bank Liberalization Act. At |east one other
forei gn bank, the Devel opnent Bank of Singapore (DBS), is
wor ki ng to buy-out its local partners (in DBS Bank

Phi | i ppi nes).



